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Dear Applicant:

We have considered your application for
exemption from federal income

Internal Revenue Code as an o
501(c)(3). Based on the information subnmitted, we

that you do not qualify for exemption under that section. The
basis for our conclusion is set forth below.

recognition of
tax under section 501(a) of the

rganization described in section

You were originally incorporated under the laws of

on B, BE. vour stated purpose was to "Make interest
free loans to needy individuals in the I, ang .
Communities, and ail legal activities ingident thereto."
You subsequently amendeq your articles %o limit your stated
purposes exclusively to those described in section 501(c)(3) of
the Code.

To carry out your purposes you have stated that you will
solicit contributions from, and, make interest free loan to,

members »f the Jewish community in and I, BB

’
¢+ Which community is primarily though not exclusively, made
up of appruximately 600 religiously observant (or orthodox)
Jewish families.

The lending criteria for this relative

possiible borrowers are somewhat fluid. Such borrowers may include
a2 person who may have lost their job and may have found work a
short time later; but during the period of {

were exhausted and i
would not be eligib
qualify for bank loans. Your role wculd b
with a temporary loan so that the bill; ¢

ly small group of

positi#n. You state
classified for loan purposes as
"needy". Sudden medical emergencies, or the need for help in
starting a business in order to be Seif-sufficient are among the
reasons for considering making loans. You state that in all
cases, the borrower is not asked to de
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of need. It is enough that the potential borrower indicates that
a need exists.

You explain that while need is based on th# borrower’s own
representations (usually verbal), to assure repayment of the
loan. you will require the borrower to execute a promissory note
which requires level monthly payments, together with "head
checks", and the borrower must furnish a guaranty signed by
ainother member of the community or a close relative.

You have said that your loan committee will follow-up and
determine whether loans are used for their stated purpose. If it
is cdetermined that loan proceeds have been misused, then you
would attempt to recover the loan as soon as possible [after] the
impropriety is discovered.

You state that you make the public aware of your existence
‘nd activities by word-of-mouth and advertising in local school
and synagogue publications. Since your existence would likely be
unknown outside your community, it is unlikely that a person who
is not Jewish would seek to borrow funds from you. However, you
do not have a policy against lending to people who are not
Jewish.

b

Your source of support will be "100% private contributions
from individuals". Your Board of Directors will approach private
individuals and make requests for funds. The individuals would be
told of the nature of the organization and what it will attempt
to do. You are hoping for approximately 20 donors per year,

Section 501(¢)(3) of the Code provides for the exemption
from federal income tax of organizations organized and operated
exclusively for charitable or educational purposes. .

Section 1.501(c)(3)-1(d)(1)(ii) of the Income Tax
Regulations provides that an organization ig not organized or
operated exclusively for one or more exempt purposes unless it
serves a public rather than a private interest. Thus, to meet the
requirement of this subdivision, it is necessary for an
organization to establish that it is not operated for the benefit
of private interests such as designated individuals, the creator
or his family, shareholders of the organization, or persons
controlled by such private interests. -

Section 1.501(a)-1(c) of the regulations defines "private
shareholder or individual" as persons having a personal and
private’ interest in the activities of the organization.
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Siection 1.501(c¢c)(3)~1(d)(2) of the regulations provides that
the term "charitable" is used in section 501(c)(3) in its

generally accepted sense and such term includes ¥ lief of the
- poor and distressed or of the underprivileged. :

Rev. Rul. 56-304, 1956-2 C.B. 306, provide# that
organizations privately established and funded as charitable
foundations which are organized and actively operated to carry on
one or more of the purposes specified in section 501(c)(3) of the
Internal Revenue Code of 1954, and which o"herwise meet the
requirements for exemption from Federal income tax are not
precluded from making distributions of their funds to
individuals, provided such distributions are made on a true
charitable basis in furtherance of the purpéses Tor -which they
are orgai:ized.

In Rev. Rul. 56-403, 1956-2 C.B. 307, it was held that the.

awarding of scholarships by a foundatior solely to undergraduate -

members of a designated fraternity would not preclude it from

exempticn under section 501(c)(3) of the code as an educational
~organization inasmuch as there was no specific designation of
persons eligible for ~cholarships and the purposes of the
foundation were not so> personal, private, or selfish in nature as
to lack the elements of pub’ usefulness and benefit which are
required of organizations ¢ .ifying for exempt¥on under section
801(cY{3). p

~ ..Rev. Rul. 64-274, 1964~z C.B, 141, held that a corporation
organized and operated on a nonprofit baslis that provided worthy
and needy students with free housing facilities and with funds
for the purchase of books and instructional supplies or equipment
on a gift, or loan basis, without intctest, was exempt under
section 501(c)(3) of the Code.

gt st —

Rev., Rul. 69-175, 1969-1 C.B. 149, it was held that a
nonprofit organization, formed by parents of pupils attending a
private schocl, that provided school bus transportation for its
members’ children served a private rather than a public interest
and did not qualify for exemption under section 501(c)(3) of the
Code. '

Rev. Rul. 69-441, 1969-2 C.B. 115, held that a nonprofit
organization formed to help reduce personal bankruptcy by
informing the public on personal money managemegt and aiding
low-income individuals and families with financial problems was
exempt under section 501(c)(3) of the Code.




74-587, 1974-2 C.B. 162, held thai a nonprofit
eliminate prejudice,

Rav. Rul.
organization formed to relieve poverty,

and combat community deterioration
1 assistance in the form of low-cost
or long-term loans to, or the purchase of equity interests in,
various business enterprises in economically depressed areas S
exempt under section 501(c)f3) of the Code. [

reduce neighborhood tensions,
through a program of financia

The private beneflt prohibition of sectioil 501(c)(3) of the
¢ode applies to all kinds of persons and groups. not just those
wjinsiders" subject to the more strict inurement proscription.
Prohibited private benefit may include an "“advantage; profit;

fruit; privilege; gain or interest." Retired Teachers Legal
pefense Fund v, Commissioner, 78 T.C. 280, 286 (1982).

An organization is r-”% operated exclusively for charitable
purposes . and thus will not qualify for exemption under section
501{c)(3), if it has a single non-charitable purpose that is
substapntial in nature. This is true regardless of the number or
importénce of the organization’s charitable purposes. Bgtter

Business “Rurszau V. United States, 126 U.S. 278 (1945); Stevens
Bros. Foundation, lnc. V. commissioneg, 324 F.2d4 633 (8th Cir.
1963), aff'g. 39 .C. 93 {1¢62), cert. denied, 376 Uu.S. 969
(1964). Operating for ‘the benefit of private parties who are not
members of a charitable class ‘constitutes such a substantial

nonexempt purpose. 01d Doninion BoxX CO.. inc, V. united States,
477 F.2d4 340 (4th Ccir. 1873), cert. denied, 41%”0.5. 910 (1973).

An organization will not gualify for exemption under IRC
501(c)(3) if its net earnings inure to the benef¥.t of
shareholders or individuals. In The Founding Chuwch of
scientology v. United states, 412 F.2d. 1197 (Ct. Z1. 1969),
cert. denied, 397 U.S. 1009 (1970), the court, with: st
considering the organization‘s peliefs, held that 3t did not
gualify for exemption under 7°C 501(c)(3) because its net
earnings inured to the orgar -ation’s founder and fanily. See
also, Eﬁgslg_gﬁ_ﬁgg_ggmmgnizx_xLixmmuésigng:, 75 T.;, ¥o. 8
£1980); Bubbli hure Unjversal Love, INC.¥.
cogmissioner. 74 T.C. 531 (1980); Unitary Mission cChurch of long
Island, Inc. v. Commissionexr, 74 .C 507 (1980): Westerxn .

issi w3 T.C. 196 (1976); The Basic

catholis Church v. COMMLSSLONSE.

Unit Ministry of Schurig v. U.Ss. 31-1 usTCc 9188 (o. D.C. 1981);
thxgh_gﬁ_ahg_ngngijgs;ing_ﬁgiLLth.lng*,xé_ggmmiggign' , 78 T.C.
1 (1981). - .

Girts by a cnaritable organization to frignds and relatives

‘. of persons in control of the organization are personal in nature
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rather than public. The recipients are natural objects of the
"donor’s" bounty. Therefore, by aiding thom the organization is

serving the insider’s private purpcses. This is true even though
the recipients may be needy

It is we’l established that a charitable organizations can
give money, duods, or services to individuals without losing its
exempt status. Many forms of ciharity involve aid to individuals.

Help to poor people and to deserving stuidents are traditional
exanples.

Providing interest free-loans to members of a community is
not ner se a charitable activity. As with any endeavor sought to
be classified as a charitable activity, the activity must itself
be charitable, or, the activity, if not char’lLable, must be
conducted primarily for the benefit of a charitable class. You
have described your loan program as distinct from commercial loan
programs only by the interest-free facet of your program. This
interest-free feature without more cannot transform your loan
program into a charitable activity.

Unlike the organization discussed in Rev. Ru:. $9-441, you
do not provide information or counseling to the public or the
members of the community on budgeting, buying practices, or the
sound use of consumer credit. Also, unlike the organization
discussed in Rev. Rul. 74-587, you have not established that your
interest~free loan program lessens prejulice ang discrimination
against a minority group, or, that your operations are in an
impoverished area, or that you are otherwise relieving poverty

and lessening neighborhood tensions, or combatting community
deterioration.

While providing low intere=i or interest-free loans to
members of a charitable class may come within the scope of relief
of the poor and distressed or the underprivileged, you have
failed to establish that the 600 or so families in the area that
you will serve are members of a recognized charitable class, or
that the making of interest-free loans to this group is &
charitable activity benefiting the needy, poor, indigent, or
destitute individual as contemplated by the statute. The
potential recipient’s classification as a member of such =z class
is dependent solely on the assertion of the member that a loan is
needed. Like the organization discussed in Rev. Rul. 64-274,
objective criteria must be used to establish merit or need for
the services of a charitable organization.




while your proposed activities may be charitable in nature,
the eligibility criteria (verbal_assertion by potential borrower
that nced cxists, with no further objective criteria or "needs
test"): the proposed source of your funding (100% private
contributions trom individuals); and the limited publication cof
your activities (local schools and synagogues); are all factors
which indicate a private rather than a public purpose is being
served. Serving the interests of private parties who are not
members of a charitable class constitutes a subst%ptial nonexempt
purpose that precludes exemption under section 50%(c)(3). See,

vind jted States, cited above.

Unlike the organizations discussed in Rev. PBul. 56~304,
which were privately established and funded, and made
distributions on a truly charitable pasis, you have not
established that Lthe population that you will serve is a
charitable class Or that your distributions will be for
charitable or educational purposes. Furthermore, as discussed in
Rev. Rul, 56-403, youtr activitjes lack the elements of public
usefulness and penefit which are required of organizat.ions
qualifying for esemption under section 501(c)(3) of the Code.

Like the individuals di~cussed in Rev. Rul. 69-175, you have
associated to provide a cooperative-type service for yourselves,
thereby serving the private interests of the members of the
group. -

. Because we believe that you are operated for the substantial
nonexempt purpose of benefitting private parties who are not
members of a charitable class, and you have notﬁotherwise
established that you operate for an exclusively‘charitable or
educational purpose, we can not recognize you as exempt under

section 501 (c)(3) of the Code.

Ccontributions to you are not deductible under section 170 of
the Code.

you are required to file federal income tax returns.

vou have the right to protest this ruling if you pelieve it
is incorrect. ToO protest, you should submit a statement of your
viows, with a full explanation of your reasoning. This ‘
statement, signed by one of your officers, must be submitted
within 30 days from the date of this letter. You also have a
right to a conference in this office after your statement is
submitted. You must request tie conference, if you want one,
when you file your protest stavement. If you are to be
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represented by someone who is not one of y
person will neeq to file a proper power of
qualify under our Conterence and Practices

our officers, that

Requirements.

£ you do no: pProtest this ruling in a timely mar ,er, it
will be considered by thg Internal Revenue Service as a failure

, «jection 7428(b)(2)
of the Code provides, j art, “h- ¢ rY judgement or
decree under thig g ) i

2 any proceeding
unless the Tax Cour ' i f Federsl Claims,
or the District Court of the Unite £ the District of
Columbia determines that the organization involved hasg exhausted
administrative remedies available to it within the Internal

Pevenue servize,

If we do not near from you within 30 days,
become final ang copieg wjl)
office. Thereafter,
status shoulq be addr
Officials will be not
section 6104().

When sending additional letteys to us with respect to this

case, you will expedite their receipt by using the following
address;

Internal Revenue Service
Attn: OP:E:EQ:T:3 JC Rm. 6137
1111 Constitution Ave, N.Ww.
Washington, D.c. 20224

If yrua have any questions, please contact the person whosa

nhame and telephone numper are shown in the heading of this
letter,

Sincerely,

£, "Sigred «
!!le!, Exempt Organizations

Technical Branch 3

attorney and otherwise




